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REAL ESTATE ECONOMISTS, APPRAISERS AND COUNSELORS 


OPTIMISM, PESSIMISM, AND THE FACTS 
4% HE news this month has been very optimistic about residential construc- 








tion activity in the coming months. The main reason given for this happy 

outlook is that the number of private nonfarm housing starts increased 8 
percent from July to August. This is supposed to indicate that residential con- 
struction hit bottom in July and has begun its climb to the next boom. 


Has it? Noone will really know until we reach the peak of the next boom 
and are able with hindsight to see what really happened. There are some sal- 
ient facts, however, which make us doubtful that the housing starts statistics 
are now indicating a turnaround in residential construction. On page 436 we 
have charted the seasonally adjusted annual rates of private nonfarm housing 
starts from 1953 to August 1960. You will notice that there are two lines on 
the chart. One is the old statistics compiled by the Bureau of Labor Statistics, 
and the other is the new series of figures calculated by the Bureau of the Cen- 
sus. The new series was computed so that there would be a more accurate 
measure of actual residential construction. The old series was discontinued in 
April 1960 and no effort has been made to link the two series together. Al- 
though the new data begin with January 1959, changes were made in computing, 
beginning January 1960. These recent changes are meant to make this indi- 
cator more sensitive to month-to-month changes in construction activity. 
Therefore, the new series should fluctuate more widely than the old series 
ever did, and one month’s sudden rise is no justification to assert atrend. It 
is merely a change in activity for that month. 


The Census has attempted to make the new start statistics more sensitive 
to monthly changes in construction by taking monthly samples to determine the 
lag between the building permit record and the actual start of construction and 
by adjusting the number of starts, based on permits, accordingly. Armed with 
this information, we want to look at data from previous months before announc- 
ing anewtrend. The 8 percent rise in August did not bring activity back to the 
level it had reached in June, which was 1, 285, 000. 


This shows the usefulness of charts. Ata single glance the August upturn 
on the chart can be put into perspective. 


Charts, however, have a limitation. It is the same limitation of any study 
of the past used to interpret the future. Circumstances are always changing. 
Each situation must be studied in the light of the past and special circumstanc- 
es surrounding the present. 
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One of the most important factors to consider indeciding when we are going 
to climb out of the real estate and construction recession is government ac- 
tivity - specifically the housing bill passed by Congress. There is nothing in 
this bill to boost new residential construction. The home improvement loan in- 
surance program was extended for one more year. A sum of $500 million was 
provided for direct loans to help finance construction of college housing, and 
$50 million was granted to aid the construction of community facilities - water, 
sewer, and gas systems. 


Our measure of real estate activity, the number of voluntary transfers per 
10,000 families, is 77.4. This indicator has been rising for the last three 
months from a low 12 percent below the long-term normal to about 7 percent 
below the normal in August. A pattern of improvement seems to be developing. 


Applications for FHA insurance on new houses increased 17 percent from 
19.6 thousand in July to 22.9 thousand in August. This would give encourage- 
ment about the future of housing starts, except that during June applications on 
new houses were 23.7 thousand. 


If plant and equipment expenditures taper off, as they seem to be doing, we 
can expect that residential construction will pick up some time next year. This 
is because there will be less competition for the funds to finance construction. 
But one can look at statistics pessimistically, also. The last time that we 

(cont. on page 440) 
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(cont. from page 436) 
overbuilt in one year, 1955, construction of dwelling units did not pick up until 
1958, the third year after the peak. This would put the next recovery in 1962. 


As we mentioned in this bulletin last month, the average vacancy rate on 
rental units is 7.3 percent. For owner-occupied homes it is only 1.2 percent. 
Since FHA considers a 7 percent vacancy rate all that a rental project can 
stand and still pay off its mortgage, the current supply of apartments, in gen- 
eral, would seem to be ample. Here and there,in good locations, it will be 
profitable to build more. Thus, residential construction will not be helped by 
an apartment boom next year. However, there still seems to be a need for 
more single-family units. This may be enough to bring an upturn in construc- 
tion next year. 


For the economy in general the Federal Reserve policies of increasing the 
money supply should have a salutary effect. Further increases in the defense 
budget promised by both presidential candidates would also tend to boost out- 
put. If these actions continue with a fully employed economy, however, the 
main problem will once again be inflation. This encouragement could mean an 
increase in plant and equipment expenditures next year. In this case, there 
may be a postponement of an increase in construction activity until 1962. 





As everyone knows by the news from the United Nations, the United States 
is one country in a world economy. Since the other countries are continuing to 


maintain a high level of business activity, the interest rates in their countries 
also remain high. The monetary policy thought necessary to encourage busi- 
ness in our country has forced interest rates far below those of other coun- 
tries. This has resulted in a sharp flow of gold from the United States. If this 
state of affairs continues, the solution most likely to take place will be a de- 
valuation of our currency. We would not raise our interest rates to prevent a 
gold outflow and at the same time push ourselves deeper into a recession. 
Therefore, we are probably in for easier monetary policy from the Federal Re- 
serve, until production resumes its upward climb. Unless special encourage- 
ment is given to construction, this may put off recovery in residential construc - 
tion to 1962. The low will be in the neighborhood of 1 to 1.2 million starts. 


CONSTRUCTION COSTS OF A COMMERCIAL BUILDING 


HE table on pages 438 and 439 shows a breakdown of the cost to build a 
1 brick commercial building from 1939 to July 1960. A picture of this 

one-story building can be seen on page 284 of the Real Estate Trends 
Bulletin for May 1960. The building contains 115,850 cubic feet and 8,075 
square feet, and has outside dimensions of 85'x 95'. The costs do not include 
a basement. The five bays are from 16'9" to 22'8" wide. 


The costs of this building have decreased $367 during the first six months 
of 1960. This is the biggest drop since 1942 and 1943. This same decline has 
appeared in the costs of all of our standard buildings. The reason for it isa 
decline in lumber and millwork material costs. 
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There is an excess supply of lumber currently on the market. Production 
during the first half of 1960 was almost equal to that during the first half of 
1959. Meanwhile, the national consumption of lumber during the first half of 
1960 was 4 percent below that of 1959. The most important market for lumber 
is in new housing starts. These starts fell 18 percent from the first half of 
1959 to 1960. Prices will probably continue to decline until mill stocks are 
worked off and there is a rise in the demand for lumber. 


LOCAL ECONOMIC ACTIVITY 


HIS month we published a survey of economic activity in 104 metropolitan 
is areas. Seven important economic indicators were used to compare real 

estate activity, mortgage activity, construction activity, bank debits, 
employment, wages, and department store sales during the first six months of 
1960 with the first half of 1959. The chart below shows the median percentage 
changes for all cities. The declining trends in real estate, mortgage, and 
construction activity in the face of gains in general business activity continue 
the situation that we reported earlier for the last quarter of 1959. 


Although most areas showed decreases in real estate activity, Lowell, 
Massachusetts, registered an increase of 33 percent. Similarly, Wilmington, 
Delaware, showed a phenomenal 172 percent increase in the number of new 
dwelling units started. Wichita, Kansas, on the other hand, seems to be in a 
general recession. Construction activity is down 75 percent, bank debits are 
down 4 percent, employment is down 4 percent, wages are up 1 percent, and 
department store sales are down 13 percent. Meanwhile, Fall River, Massa- 
chusetts, found itself making gains in all activities. 


MEDIAN PERCENTAGE CHANGE, 104 CITIES 
Comparison of the First Half of 1960 with the First Half of 1959 


PERCENTAGE CHANGE 
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